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ANINUAL 01
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ASSETS

Current Year Prior Year
1 2 3 4
Net Admitted
Nonadmitted Assets Net Admitted
Assets Assels {Cols.1-2} Assels
1. Bonds (SChedule DY ... 5,829,237 |...ooviiiiie 5,829,2371.......... 5,046,487
2. Stocks (Schedule D)
2.1 Preferred stocks
22  Common Stocks
3. Mortgage loans on real estate (Schedule B):
31 Firstliens.................
32 Other than first liens
4, Real estate (Schedule A):
41 Properties occupied by the company {less $
encumbrances)
42  Properties held for the production of income (less $
BNCUMBIANCES) ..o ovov oot [ [ L L
43 Properties held for sale (less §.... 0 @NCUMDBTANCES) ... oot oot e [
5, Cash ($......12,890,370 Schedule E Part 1), cash equivalents
($.......7,023,153 Schedule E Part 2) and short-term investments
[ R 0 Schedule DAY ...
6. Contract loans (including $............. 0 premium notes)
7. Other invested assets (Schedule BAY ..o
8. Receivables for securities
9. Aggregate write-ins for invested assets
10.  Subfotals, cash and invested assets (Lines 1t0 9y ...
1. Tille plants less $...ccoovvee. 0 charged off (for Title insurers only}
12, Investment income due and accrued
13. Premiums and considerations
13,1 Uncollected premiums and agents’ balances in the course of
coltection e | 93,274 o b 93,271 .o 2,921,416
13.2  Deferred premiums, agents' balances and instaliments booked
but deferred and not yet due {Including $...
unbilled premiums)
133 Accrued retrospective Premiums ... 30654611 3,055,461 ...
14, Reinsurance:
141 Amounts recoverable from reinsurers ...
14.2  Funds held by or deposited with reinsured companies ................
143 Other amounts receivable under reinsurance coniracts
15, Amounts receivable relating fo uninsured plans ...
161 Current federal and foreign incorne tax recoverable and interest thereon ...
16.2  Netdeferred tax asset ..........c..coocornviienn. .260,594 | ...
17.  Guaranty funds receivable or on deposit ... e L
18.  Electronic data processing equipment and software ... | e T L
19, Furniture and equipment, including health care delivery assets
[T 0) oo e e e D
20.  Net adjustment in assets and liabilities due to foreign exchange rates ...
21, Reoeivables from parent, subsidiaries and affiliates ...l 901,867, 901867
22, Healthcare (3........ 471,945) and other amounts receivable .................|......... 1,087,133 |............. 615,1881............. 4719450 ... 486,890
23.  Aggregate write-ins for other than invested assets ...l 341561 ... 34,156
24, Total assets excluding Separate Accounts, Segregated Accounts and
Protected Celt Accounts {Lines 10t023) ... 32,114304|............. 6493441 ... 31,464960......... 23,317,372
25, From Separate Accounts, Segregated Accounts and Protected Cell
ACCOUNTS ..o L Lo o b
26, Total (Lines24and 25) ... L 324143041, ... 6493441......... 31,464,960} ........ 23,317,372
DETAILS OF WRITE-INS
0901.
0902.
0903. e
0998. Summary of remaining write-ins for Line 9 from overflow page ...............
0999, TOTALS (Lines 0801 through 0903 plus 0998) (Line 9 above) ...
2301, Prepaid Expenses .. .
2302,
2303 BTSRRI
2398, Summary of remaining write-ins for Line 23 from overflow page
2399. TOTALS (Lines 2301 through 2303 plus 2388) (Line 23 above)




LIABILITIES, CAPITAL AND SURPLUS

Current Year Prior Year
1 2 3 4
Covered Uncovered Total Total

1 Claims unpaid (iess $............... O reinsurance ceded) ... LG M4T8B8 L H4TB1B56 . 8,714,990
2. Acerued medical incentive pool and bonus amounts ... b e L
3. Unpaid claims adjustment expenses ... 338,6801.... .. 338,5801. 243818
4. Aggregate health policy reserves 948,440 948,4401...... 1,020,757
5 Aggregate life policy FESEIVES ..........coiiiiiiiriiiie e L b b L
6. Property/casualty unearned premium I8SEIVES ...........cooooiiiiiieiiiiirireiieeeiee e Lo | fo
7. Aggregate health Claim r8SBIVES ..ot Lo e Lo |
8. Premiums received in advance .. 305,858 .. 305,868 ...
9. General expenses dug or acorued ..o 326301 | s 326,3011........ 202,135
104 Current federal and foreign income tax payable and interest thereon (including $............... 0

on realized capital gaing (I0SS€8)) .......o.oiiiiiiiiii 1,856,6311 ... | 1,856,631 ..................
10.2  Net deferred tax liability
1. Ceded reinsurance premiums payable
12, Amounts withheld or retained for the account of OMErs ... i b
13. Remittances and fems not allocated ... e T T
14. Borrowed money (including $

{including $ dcument) e L
15, Amounts due to parent, subsidiaries and affiliates ... L e L 938,492
16. Payable for SECUTMHIES ..o e e [ e [
17. Funds held under reinsurance treaties with ($...............

LI 0 UNAUEhONZEA FBINSUIEIS) .......ii ittt et oo Lo Lo,
18. Reinsurance in unauthorized companies ... L L F
19, Net adjustments in assets and liabilities due to foreign exchange rates ... L
20, Liability for amounts held under uninsured plans ... 5,250,566
21, Aggregate write-ins for other liabilities {including $..........0current) ... 2,665
22. Total Habilities (Lines 1to 21) . 238195971,
23. Aggregate write-ins for special surplus funds ... XXX....
24. Common capital SI00K ..o XXX....
25. Preferred capital SI0CK ... XXX, -
26. Gross paid in and contributed surplus XXX XXX....{.. 83890279 . 85190279
27. Surplus notes XXX b XXX 4,231,3004...... 4,231,300
28.  Aggregate write-ins for other than special surplus funds ... XXX XXX.... |....(6,955991)].... (6,955,991)
29. Unassigned funds (SUMPIUS) ..o XXX .o XXX.... |..(73,620,225)].. (75,947 451)
30. Less treasury stock, at cost:

30.1 .0 shares common (value included in Line 24 § XXX XXX

30.2 0 shares preferred (value included in Line 25 $... XXX o XXX....
31, Total capital and surplus (Lines 23 fo 29 minus Line 30) ... XXX .. XXX b 7,645363...... 6,618,137
32.  Total Liabiiities, capital and surplus (Lines 22and 31) ... AXX. ] XXX.... {... 31464,9601.... 23,317,372
DETAILS OF WRITE-INS
2101, Accounts Payable Other 2,8651 .. 26651
2102
2103.
2198, Summary of remaining write-ins for Line 21 fromoverflow page ... L L
2199, TOTALS (Lines 2101 through 2103 plus 2198) (Line 21 above)
2301,
2302.
2303.
2398.  Summary of remaining write-ins for Line 23 fromoverflowpage ... L XXX
2399.  TOTALS (Lines 2301 through 2303 plus 2398) (Line 23 above) ... XXX L
2801.  Dividend to Vanderbilt University ... e XXX
2802. XXX | XXX
2803 XXX AXX
2898.  Summary of remaining write-ins for Line 28 fromoverflow page ... XXX ] XXX....
2899. TOTALS (Lines 2801 through 2803 plus 2898) (Line 28 above) ... XXX XXX.... |....{6955991)].... (6,955,991}




STATEMENT OF REVENUE AND EXPENSES

Current Year Prior Year
1 2 3
Uncovered Total Total

1. Member MONthS ... L AXX 1894781, 621,466
2. Net premium income (including $...c........... 0 non-heatth premium income) ... XXX b 119,328,295]......... 57,048,413
3.
4.
5.
8.
7. Aggregate write-ins for other non-health revenues .
8. Totaf revenues (LINES 210 7) ..o b XXX 119,328,286 57,048,413
Hospital and Medicat:
9. Hospital/medical Denefits ... L 60,966,3811......... 28,161,913
10 Other professional SEIVICES ... voviviee oo e L L L 11,708,110
1. OUISIAB TETRITAIS .. e L 11548431
12, Emergency 1oom and OUE-Of-ar8a ..ot e NT4T74)
13. Prescription drUgS ..o L L 19,367,091].......... 5,785,872
14, Aggregate write-ins for other hospital and medical ... e e L
15. Incentive pool, withhold adjustments and bonus amounts ... b | 1002394,
16, Subtotal {LINeS 910 15) ..ot e L 93,708,916|......... 45,655,995
Less:
17. Net reinsurance recoveries 461,000
18. Total hospital and medical (Lines 16 minus 17) . 93,245,916
19. Non-health claims (D8t} ... L b
20, Claims adjustment expenses, including $.........238,433 cost containment expenses ... [ L 949641 ... 81,205
21, General adminiStrative EXPENSES .........ooviiieiit e L IR 22.601,041)......... 10,494,358
22, increase in reserves for life and accident and health contracts (including $.............. 0 increase in

reserves for fife Only) ..o L e L
23. Total underwriting deductions {Lines 18 through 22) ... L 1158419211 .. 56,231,558
24, Net underwriting gain or (loss) (Lines 8 minus 23) ... XXX 3386374 |............. 816,855
25, Net investment income earmned (Exhibit of Net Investment income, Line 17) ... b [ 1473733 525,325
26. Net realized capital gains (losses) less capital gains tax of $...... .0 o e b |
27. Net investment gains (losses) (Lines 25 plus 26) ... 1173733 525,325
28. Net gain or {loss) from agents' or premium balances charged off {{amount recovered

[ 0) (amount charged off §.... 0]
29. Aggregate write-ins for other INCOMe OF BXPENSES ..........o.oooiioiiiiii oo [ L [
30. Net income o {foss) after capital gains tax and before alf other federal income taxes {Lines 24

PIUS 27 PlUS 28 PIIS 23) .o XXX e 4560,1071.......... 1,342,180
31, Federal and foreign income taxes incurred ..o L XXX . 1,596,037 1.
32, Netincome (loss) (Lines 30 minus 31) ... XXX 2,964,070.......... 1,342,180
DETAILS OF WRITE-INS
0601,
0602.
0603,
0698.  Summary of remaining write-ins for Line 6 from overflow page ..
0699, TOTALS {Lines 0601 through 0603 plus 0698) {Line 6 above) ...
0701
0702.
0703, ..
0798, Summary of remaining write-ins for Line 7 from overflow page ...
0799.  TOTALS (Line 0701 through 0703 plus 0798) (Line 7 above)
1401, TP UURoN
1402.
1403, .
1498, Summary of remaining write-ins for Line 14 from overflow page
1499,  TOTALS (Lines 1401 through 1403 plus 1498) (Line 14 above)
2901.
2902.
2903.
2998.  Summary of remaining write-ins for Line 29 from overflow page ...
2099, TOTALS {Line 2901 through 2903 plus 2998) (Line 29 above) ... e [




STATEMENT OF REVENUE AND EXPENSES (Continued)

Curre;t Year PriorzYear
CAPITAL & SURPLUS ACCOUNT
33, Capital and surplus prior FEPOMRG VBB ... oo 6,6181374......... 5,288,457
34, Net income or (foss) from Line 32 ... 2,964,070).......... 1,342,180
35. Change in valuation basis of aggregate policy and claimreserves ... b
36. Change in net unrealized capital gains (losses) less capital gains tax of $....c.. 0l L
37. Change in net unrealized foreign exchange capitat gainor (loss} ... o L
38. Change in net deferred INCOME 18X ..o | [
39, Change in nonadmitted @SS818 ... (636,844} |.............. 52,440
40. Change in unauthorized reiNSUFANCE ............ocioiiiiioiiceieee e L L
41 Change Intreasury SOCK ... e
42, Changein SUMDILS MOIBS ...ttt et | e
43. Cumulative effect of changes in accounting principles ... L
44, Capital Changes:
A4 Paldin . [
442 Transferred from surplus (Stock Dividend) ...
443 Transferred 0 SUTPIIS ... oo e L
45, Surplus adjustments:
451 Paldin ... e | (1,300,000} }............ (64,940)
452 Transferred to capital (Stock Dividend} ... [
453 Transferred from capital
46, Dividends to stockholdars ... L
47 Aggregate write-ins for gains or (Josses) in surplus ... L b
48. Net change in capital and surplus (Lines 341047} ..o 1,027,226 (... 1,329,680
49. Capital and surplus end of reporting year (Line 33 plus 48) ... o 7,645,363 ... 6,618,137
DETAILS OF WRITE-INS
4701,
4702
4703
4798.  Summary of remaining write-ins for Line 47 from overflow page
4799.  TOTALS (Lines 4701 through 4703 plus 4798) (Line 47 above) ... oo Lo




CASH FLOW
Curre:xt Year Prior2 Year
Cash from Operations
1. Premiums collected net Of TBINSUIANCE ...\ e 119,334,520 ......... 54,994,865
2, NEtINVESTMENTINOOME ... i e L $,221,1000 ... 559,315
3 MISCEHANEOUS INCOME ..ot et e [
4, Total (LINes THHrOUGH 3) ..o 120,555,6201......... 55,554,180
5. Benefit and 1088 related PAYMBNIS ...t ..87,821,896]......... 31,688,608
8. Net transfers to Separate Accounts, Segregated Accounts and Protected Cell ACCOUNES ... ] e
7. Commissions, expenses paid and aggregate write-ins for deductions ... 23,029,380¢......... 11,128,178
8. Dividends paid to POHGYNOIGETS ..o veire e e e fe
9. Federal and foreign income taxes paid {recovered) net of $............... 0 tax on capital gains {losses} ... Lo L
10. Total (LINes 5 HI0UGN 8) ....o.oioii e [ 110,851,276| ... 42,817,786
11 Net cash from operations (Line 4 minus 10} .........oooiiiiriii e L 9,704,344 | ... 12,736,394
Cash from Investments
12. Proceeds from investments sold, matured or repaid:
121 Bonds
122 Stocks
123 MOMGAGE IOANS ... e
124 Real estate
125 Otherinvested @8SBIS .. ..ot ettt e [
126 Net gains or {losses) on cash, cash equivalents and short-terminvestments ...
127 MISCEHANEOUS PrOCEEAS ... ..eviiii ittt | L
128 Total investment proceeds (Lines 12110 12.7) ..o 1,940,000 |............. 770,000
13. Cost of investments acquired (long-term only):
T30 BOMAS . 2,7925361.......... 3,088,850
132 SHOCKS . oo e e L
133 MOMGAGE I0ANS ...\t [ [
134 REAIBSIBIE ... o e
135 Other invested @SSBIS ... o ittt L D
136 Miscellaneous applications ... .......ooiviiiiiiiiit e i e L [
137 Total investments acquired (Lines 13.1 10 13.6) . 2,792,536 ... 3,088,850
14, Net increase {decrease) in coniract loans and premium notes
15 Net cash from investments (Line 12.8 minus Line 13.7 minus Line 14) ... {852,536} |........ {2,318,850)
Cash from Fi ing and Misceli Sources
18. Cash provided (applied):
16,1 Surplus notes, Capital ROEES ... ..ot
16.2  Capital and paid in surplus, less treasury StocK ..o {1300,000) ...
163 BOMOWE UNGS ... e [ L
16.4  Net deposits on deposit-type contracts and other insurance liabilifies ... b b
185 Dividends 10 S10CkROIGETS | ..o e L
16,6 Other cash provided (@PPHEA) ........oooie i | (1858,349) 1 ... 1,554,285
17. Net cash from financing and miscelianeous sources (Lines 16.1 to 16.4 minus Line 16.5 plus Line 16.6) ............[........ (3,159,348) 1,654,285
RECONCILIATION OF CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS
18, Net change in cash, cash equivalents and short-term investments (Line 11, plus Lines 15and 17) .| 5,692,459)......... 11,971,829
19. Cash, cash equivalents and short-term investments:
191 BegInnINg Of YEAI ..ot oo 14,221,064].......... 2,249,235
192 Endofyear{Line 18 plus Line 19.1) ... 19,9135231......... 14,221,064

Supplemental Disclosures of Cash Flow Information for Non-Cash Transactions:

20.0001
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UNDERWRITING AND INVESTMENT EXHIBIT
PART 3 - ANALYSIS OF EXPENSES

Commissions (less $...
Legal fees and expenses
Certifications and accreditation fees
Auditing, actuarial and other consulting services
Traveling expenses
Marketing and advertising
9. Postage, express and felephone
10. Printing and office supplies ..........
1. Occupancy, depreciation and amortization ...
12, EQUIDMENt ..o
13. Cost or depreciation of EDP equipment and software ...
14, Qutsourced services including EDP, claims, and ofher services
15. Boards, bureaus and association fees
18. insurance, except on real estate
17. Coilection and bank service charges
18. Group service and administration feas ..

0N OO LRy

21, Real estate expenses

23. Taxes, licenses and fees:

233 Regulator authority ficenses and fees ..

234 Payrolltaxes ...

235 Other (excluding federal income and real estate taxes)
24. investment expenses not included elsewhere ...................
25, Aggregate write-ins for expenses ... .
26. Total expenses incurred (Lines 10 25) ..........

29. Amounts receivable relating to uninsured plans, prior year ..
30. Amounts receivable refating to uninsured plans, current year

22. Real estate taxes ..............ccoooiii

27. Less expanses unpaid December 31, currentyear ...............
28. Add expenses unpaid December 31, prior year ..................

19. Reimbursements by uninsured plans ...
20, Reimbursements from fiscal intermediaries ...

234 State and local insurance taxes ...
23.2  Statepremiumtaxes ...

3 Total expenses paid (Lines 26 minus 27 plus 28 minus 29 plus 30) .

. 94,964 |

L AT9T3T

........ 1,027,927

. 1,161,989
. 28,161
144 647
30,870

... 40,8721 ..
........ 1,937,002]...
s .. B4BTT5 ..

,,,,,,,, 3,234,105

2,450,008 ...

... 872,949]....

Claim Adjustment Expenses 3 4 5
1 2
Cost Other Claim General
Containment Adjustment Administrative Investment
Expenses Expenses Expenses Expenses Total
........... 554,247
9,980,818

... 40,872
1,937,002
.. 848,775

. 3,234,105

........ 1,027,927
2,450,098

... 28,161

196,150

. 94,964

{a).... 22,766,181

DETAILS OF WRITE-INS

2598.  Summary of remaining write-ins for Line 25 from overfiow page
2599.  Totals (Lines 2501 through 2503 +2598) (Line 25 above) ...

2501, Other miscellaneous eXPenses . .........c.cooioiviin e

(8) Includes management fees of $......23,656,780 to affiliates and §...............

14

0 to non-affifiates.
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EXHIBIT OF NET INVESTMENT INCOME

12 Other bonds (unaffiliated) ..

2.4 Preferred stocks (unaffiliated)
241 Preferred stocks of affiliates ...
22 Common stocks (unaffiliated) .
221 Common stocks of affiliates ..
3. Morigage loans

Real estate

Contract loans

. Other invested assets ...................
9. Aggregate write-ins for investment income ...
10. Total gross investmentincome ...........

13 Bonds of affillates ... ..o

5 .
6. Cash, cash equivalents and short-term investments ...
7. Denvative INSIUMENTS .. ... oo
8

1 2
Collected Earned
During Year During Year
1. UG, GOVBIIMEIE DO L. i e e e e @...... 2423271 334,562
1.1 Bonds exempt from U.S. tax

. investment expenses

13. Interest expense

12, Investment taxes, licenses and fees, excluding federal income taxes

14 Depreciation on real estate and other invested @SSeS ... i
15. Aggregate write-ins for deductions from investment income
18. Total deductions (Lines 11 through 15) .....................

0998.  Summary of remaining write-ins for Line 8 from overflow page
0999, TOTALS (Lines 0901 through 0903 plus 0998) {Line 9, above)

17 Net Investment income (Line 10 minus Line 186) ...

DETAILS OF WRITE-INS

090, e e e L
00002, e L L
0903.

1501.
1502.
1503.

1599, TOTALS (Lines 1501 through 1503 pius 1598) (Line 15,

1598,  Summary of remaining write-ins for Line 15 from overflow page . .

above)

{a) Includes $ .30 accrual of discount less §. 69,816 amortization of premium and less $..
(b} Includes § 0 accrual of discount less §.. 0 amortization of premium and less $..
(c) Includes $ 0 accrual of discount less $... ....0 amortization of premium and less
(d) Includes $ 0 for company's occupancy of its own buildings; and excludes $
(e) Includes $ 0 accrual of discount less .. 0 amortization of premium and less $
(f) Includes $... 0 accrual of discount less §., 0 amortization of premium,
(g} Includes §... .0 investment expenses and §...
segregated and Separate Accounts.
(h) Includes $ 0 interest on surplus notes and $.............. 0 interest on capital notes.

0 depreciation on real estate and §...

26,046 paid for accrued interest on purchases,

....0 depreciation on other invested assets.

0 patd for accrued dividends on purchases.
....0 paid for accrued interest on purchases.

0 interest on encumbrances.

0 paid for accrued interest on purchases,

.0 investment taxes, licenses and fees, excluding federal income taxes, attributable to

EXHIBIT OF CAPITAL GAINS (LOSSES)
1 2

3 4 5
Total Realized Change in
Realized Gain Capital Gain Change in Unrealized Foreign
(Loss) on Sales (Loss) Unrealized Capital | Exchange Capital
or Maturity (Columns 1 +2) Gain (Loss) Gain {Loss)
1. U.S, Government bonds
1.1 Bonds exempt from U.S. tax ..
1.2 Other bonds (unaffiliated) ...
13 Bondsof affiliales ...
2.3 Preferred stocks (unaffiliated) .
241 Preferred stocks of affiliates ...
2.2 Common stocks (unaffiliated) .
2.21 Common stocks of affifiates
3. Morigage loans
4. Realestate
5 Confractloans
6.  Cash, cash equivalents and shori-term investments
7. Derivative instruments
8 Otherinvested assets
9. Aggregate write-ins for capital gains (losses) ... Lo L b
10.  Total capital gains (losses)
DETAILS OF WRITE-INS
0901. .
0502.
0903,
0998. Summary of remaining write-ins for Line 9 from overflow page ..
0999. TOTALS (Lines 0901 through 0903 plus 0998) (Line 9, above) ..

15
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EXHIBIT OF NONADMITTED ASSETS

2 3

Change in Total
Current Year Total Prior Year Total | Nonadmitted Assets
Nonadmitied Assets | Nonadmitted Assets | (Col. 2-Col. 1)

1 Bonds (SChedule D) ..o
2. Stocks (Schedule D).
241 Preferred stocks
2.2 Common stocks
3. Mortgage loans on real estate (Schedule B):
31 First fiens
3.2 Other than first liens
4. Real estate (Schedule A):
441 Properties occupied by the company
42 Properties occupied for the production of income .
43 Properties heldforsale ........................
& Cash (Schedule E-Part 1), cash equivalents (Schedule E-Part 2) and short-term
investments (Schedule DA) ...
6. Coniract loans
7. Other invested assets {Schedule BA)
8 Receivables for securities
9. Aggregate write-ins for invested assets ..o
10. Subtotals, cash and invested assets (Lines 110 9)
11 Title plants (for Title insurers only) ...
12. Invested income due and accrued ...
13. Premium and considerations:
131 Uncollected premiums and agents' balances in the course of collection .............
132 Deferred premiums, agents' balances and instaliments booked but deferred and
NOLYBE QUB ...
133 Accrued retrospective premiums ...
14. Reinsurance:
141 Amounts recoverable from reinsurers ...
14.2  Funds held by or deposited with reinsured companies
143 Other amounts receivable under reinsurance contracts
15. Amounts receivable relating to uninsured plans ...
16.4  Current federal and foreign income tax recoverable and interest thereon ..
162 Netdeferred tax ass8t ... i
17. Guaranty funds receivable or on deposit
18. Electronic data processing equipment and software
19. Fumiture and equipment, including health care delivery assets
20, Net adjustment in assets and liabilities due fo foreign exchange rates .........................
21, Receivables from parent, subsidiaries and affiliates ..............
22, Health care and other amounts receivable ...

N (615,188)

23. Aggregate write-ins for other than invested assets ... o 341560 128000 (21,656)
24. Total assets excluding Separate Accounts, Segregated Accounts and Protected Cell
Accounts {Lines 1010 23) ... O PP PP ... (636,844)

25. From Separate Accounts, Segregated Accounts and Protected Cell Accounts . .
26, Total (Lines 24 anG 25) ... i
DETAILS OF WRITE-INS
0901.
0902.
0903.
0998.  Summary of remaining write-ins for Line 9 from overflow page .
0999, TOTALS (Lines 0901 through 0903 plus 0998) (Line 9 above) .
2301, Prepaid EXPENSES ..ot
2302.
2303.
2398, Summary of remaining write-ins for Line 23 from overflow page ..
2399.  TOTALS (Lines 2301 through 2303 pius 2398) (Line 23 above)

16
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ANNUAL STATEMENT FOR THE YEAR 2007 or i Windsor Health Plan, Inc.

Notes to Financial Statement

1. Summary of Significant Accounting Pelicies

ie financial statements of Windsor Health Plan, Inc. (“WHP”) ar
prepared in accordance with accounting practices prescribed or permitted
by the Tennessee Department of Commerce and Insurance
(“Department”™). The Department requires that insurance companies
domiciled in the State of Tennessee prepare their statutory financial
statements in accordance with the National Association of Insurance
Commissioners’ (“NAIC”) Accounting Practices and Procedures Manual
(“Manual”) as modified by the Department. Accordingly, the admitted
assets, liabilities, capital and surplus of WHP as of December 31, 2007
and 2006, and the results of its operations and cash flows for the years
then ended have been determined in accordance with the NAIC accounting
principles.

Based on state of Tennessee statute, health maintenance organizations are
not permitted to hold reinsurance. However, these organizations are
permitted to carry excess loss insurance, which provides coverage to limit
a health plan’s financial exposure on very large inpatient claims. While
this excess loss coverage is commonly referred to as “reinsurance,” it has
been the position of the Department that no amounts related to this
coverage should be reported on any of the NAIC filing schedules as
reinsurance. Effective December 31, 2007, the Department granted WHP
an exception to this Tennessee prescribed practice and permitted the
reporting of amounts related to the excess loss insurance as reinsurance on
all appropriate schedules, WHP has therefore reported excess loss
premiums on line 2 (Net Premium Income) of the Statement of Revenue
and Expenses and all other related schedules have been completed in
accordance with NAIC guidelines.

There are no other differences affecting WHP’s net income or capital and
surplus as a result of differences between the NAIC SAP and practices
prescribed and permitted by the State of Tennessee.

From July 1, 2002 through March 31, 2007, WHP’s contract with the State
of Tennessee was an administrative services only (“ASO”) agreement
whereby WHP received a monthly administrative fee in exchange for
providing claims payment, medical management and other related
administrative services for its assigned enrollees in the state of
Tennessee’s TennCare program. WHP followed SAP No. 47 to account
for the ASO operations from July 1, 2002 through December 31, 2007.

A. The preparation of financial statements in conformity with Statutory
Accounting Principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities. It
also requires disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses
during the period. Actual results could differ from the estimates. The
most significant estimates made by management include the medical costs
payable and the payables to the Centers for Medicare and Medicaid
Services (“CMS”) related to the administration of the Part D (prescription
drug) benefit.

B. Accounting Policy

(1) Bonds are stated at amortized cost and bond premium is
amortized using the straight-line method.

(2) Claims Payable represents the liability for services that have
been performed by providers for the enrollees of the WHP (in
the Medicare line of business) through the period of December
31, 2007. This liability includes pharmacy claims reported to the
Company and an actuarially determined estimate of claims that
have been incurred but not reported. This estimate is based on
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ANNUAL STATEMENT FOR THE YEAR 2007 or The Windsor Health Plan, Inc,

10.

Notes to Financial Statement

the Company’s available data history of claims paid and related
health care utilization statistics. Medical expenses also include
the payments made to providers under capitation arrangements.

Accounting Changes and Corrections of Errors
Not applicable.

Business Combinations and Goodwill
Not applicable.

Discontinued Operations
Not applicable.

Investiments
Not applicable.

Joint Ventures, Partnerships and Limited Liability Companies
Not applicable.

Investment Income
No investment income due or accrued has been excluded (non-admitted) for 2007
or 2006.

Derivative Instruments
Not applicable.

Income Taxes

Windsor Health Group, Inc. (“WHG”) owns 100% of the outstanding common
stock of WHP and WHG files a consolidated federal tax return which includes the
operations of WHP and its other subsidiaries (please refer to Schedule Y for
further details). For 2007, WHP has recorded an estimate of $1,596,037 for its
portion of the anticipated federal income taxes that will be paid for 2007. The
2007 tax returns have not been completed as of March 1, 2008. For 2006, WHP
reported a net loss and there were no deferred tax assets or liabilities reported for
that year.

Information Concerning Parent, Subsidiaries and Affiliates

WHG owns 100% of the outstanding common stock of WHP. WHG also owns
100% of the outstanding common stock of Windsor Management Services, Inc.
(“WMS™) as well as other subsidiary companies. In addition, the Directors of
WHP own a majority of the outstanding common stock of WHG, with minority
ownership interests being held by Vanderbilt Health Services, Inc., Pharos Capital
Partners II, L.P. and Delta Venture Partners, L.P. Any transactions between WHP
and its affiliated companies are explained in the following paragraphs.

WMS provides all management activities, for WHP, as WHP does not have any
employees, fixed assets, or significant direct administrative expense. Instead,
WMS provides management services in exchange for a base fee stipulated in a
management contract between the parties. There is a separate management fee
agreement for WHP’s two lines of business, TennCare and Medicare, but both
management fees are stipulated as a percentage of the respective monthly
premium revenue (less interest on the subordinated surplus note). As of
December 31, 2007 and 2006 WHP had a receivable from WMS in the amount of
$901,867 and a payable to WMS in the amount of $938,492, respectively. The
monthly management fee is generally paid based on estimates of monthly
premium and when the final amounts are recorded, this estimation process
occasionally results in an over or underpayment, which is then adjusted in a future
month’s payment.

Prior to the termination of WHP’s participation in the TennCare program on April
1, 2007, WHP received a monthly administrative fee for providing services under
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11.

12,

13.

14.

18,

Notes to Financial Statement

the Administrative Services Only (“ASO”) arrangement. In general, there was a
large discrepancy between the administrative fee revenue actually received by
WHP each month and the related management fee expense resulting from the
stipulated management contract calculation. At the sole discretion of the WMS
Board of Directors, a portion of the contractually stipulated management fees was
forgiven for certain periods. In general, when it was determined that an amount
would be forgiven for a particular year, it was calculated to be the difference in
total administrative fees paid to WHP by the State of Tennessee and the
management fee calculation per the management contract (implied premium
revenue x 11.5% less the subordinated note interest expense). For 2007, there
were no amounts forgiven by the WMS Board of Directors. For 2006, $3,171,120
of calculated management fees was forgiven through a WMS Board of Directors
resolution.

As prescribed by NAIC guidelines, management fees have been allocated to the
related expense categories for the purposes of completing the Underwriting and
Investment Exhibit, Part 3.

WHP also pays medical claims to its sister company Windsor HomeCare
Network, LLC in the ordinary course of business based on a contract between the
parties, WHOCN arranges for homecare, durable medical equipment, and other
related services for members of health plans with whom it contracts. In exchange
for arranging these services with its contracted network of providers, WHCN
receives an administrative fee.

Debt

On March 30, 2001 Vanderbilt University issued a subordinated surplus note to
WHP in the amount of $4,231,300. Interest is calculated quarterly, according to
the terms of the note agreement, at the prime rate of Bank America on the date of
measurement. Interest is recorded and paid only after express permission from
the Commissioner of Insurance in the State of Tennessee has been received. As
of December 31, 2007 and 2006, accrued interest of $1,413,718 and $1,130,742,
respectively was due to Vanderbilt University. An interest payment in the amount
of $50,109 for the period of April — June 2002 was approved by the Department
and paid in January 2007. For 2007 and 2006, WHP was not in default of any
note provisions. Please see additional information regarding subsequent events in
item 21 below.

Retirement Plans, Deferred Compensation, Post employment Benefits and
Compensated Absences and Other Postretirement Benefit Plans.
Not applicable — WHP does not have any employees.

Capital and Sarplus, Shareholders’ Dividend Restrictions and Quasi-
Reorganizations.

As of December 31, 2007 and 2006, there were 100,000 shares of $1.00 par value
common stock issued and outstanding. The maximum amount of dividends that
can be paid to shareholders, with the prior approval of the Tennessee
Commissioner of Insurance, is limited to the greater of 10% of net worth as of
December 31 next preceding or the net income from operations (excluding
realized capital gains) for the twelve-month period ending December 31 next
preceding. In December 2007, WHP provided notification to the Department of
its intention to pay a dividend to its parent, WHG, in the amount of $1,300,000.
This dividend has been recorded in the December 31, 2007 financial statements.

As of December 31, 2007 and 2006, WHP’s minimum net worth requirements
were $6,291,309 and $4,172,221 respectively. WHP was in compliance with

these requirements for both years.

Contingencies
Not applicable.

Leases

25.2
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16.

17.

18.

19.

20.

21.

Notes to Financial Statement
Not applicable.

Information About Financial Instruments with Off-Balance-Sheet Risk,

Financial Instruments with Concentration of Credit Risk
Not applicable.

Sale, Transfer and Servicing of Financial Assets and Extinguishments of
Liabilities
Not applicable.

Gain or Loss to the Reporting Entity from Uninsured Plans and the
Uninsured Portion of Partially Insured Plans
ASO Plan Activities

The loss from operations from Administrative Services Only uninsured plans was
as follows during 2007 and 2006:

2007 006

a. (Deficiency) excess of net reimbursement  ($2,113,121) ($1,299,381)
for administrative expenses over actual

expenses

b. Total net other income or expenses (including 0 0
interest paid to or received from plans)

¢. Net gain or (loss) from operations ($2,113,121) (1,299,381)

d. Total claim payment volume $35,207,450 $95,104,700

Direct Premium Written/Produced by Managing General Agents/Third
Party Administrators
Not applicable.

Other Items

In June 2006 the State of Tennessee made the decision to change the
administration of the TennCare program in the Mid Cumberland region of
Tennessee. This change was effected through an RFP process with the end result
being the selection of two managed care organizations to administer the TennCare
program in the aforementioned region effective April 1, 2007. Although WHP
submitted a proposal, the contracts were awarded to two other MCO’s. Asa
result, the ASO agreement between WHP and the State of Tennessee Bureau of
TennCare ended effective April 1, 2007. WHP was subsequently required to sign
a contract amendment effective through December 31, 2007 to provide run-out
services for claims incurred prior to April 1, 2007. WHP did not receive any
additional administrative fees for providing these nine months of additional
services.

In September 2005, WHP received approval from the Centers for Medicare and
Medicaid Services to operate as a Medicare Advantage Prescription Drug Plan
(“MA-PD”) effective January 1, 2006 in seven Tennessee counties. In 2007,
WHP expanded its MA-PD service area to 31 counties in the states of Tennessee,
Arkansas and Mississippi. Effective January 1, 2007, WHP also became licensed
by CMS to offer stand alone prescription drug plans (“PDP”) in the CMS regions
of Tennessee/Alabama, Arkansas and Mississippi and private fee for service
(“PFFS”) plans in the state of Tennessee.

Events Subsequent

In February 2008, the Department approved a request to pay Vanderbilt
University $1,253,740 of interest on the subordinated surplus note for the periods
of July 2002 through June 2007.
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Notes to Financial Statement

22. Reinsurance
A. Ceded Reinsurance
Please refer to the second paragraph of note 1 above.

23. Retrospectively Rated Contracts and Contracts Subject to Redetermination
Not applicable.

24. Change in Incurred Claims and Claim Adjustment Expenses
WHP’s claims payable liability increased from $8,714,990 at December 31, 2006
to $14,781,556 at December 31, 2007. The increase of $6,066,566 during 2007 is
attributable to the membership growth WHP experienced in its MA-PD plan as
well as the start-up and growth of its PDP operations. Claim payable estimates
for prior periods are also adjusted monthly, as payments for prior periods become
more complete. WHP’s claim adjustment liability increased in conjunction with
the corresponding increase in claims payable.

25. Intercompany Pooling Arrangements
Not applicable.

26. Structured Settlements
Not applicable.

27. Health Care Receivables

Pharmaceutical Rebate Receivables

Estimated Actual Actual Actual
Pharmacy Pharmacy Rebates Rebates Rebates
Rebates as Rebates as Received Received Received
Reported on Billed or Within 90 Within 91 to | More Than
Financial Otherwise Days of 180 Days of 180 Days
Quarter Statements Confirmed Billing Billing After Billing
12/31/2007 $625,000 $501,875 - - -
9/30/2007 180,000 464,618 - - -
6/30/2007 280,000 407,355 - $336,541 -
3/31/2007 180,000 358,642 - - $287,662
12/31/2006 130,000 145,920 - 139,926 16,335
9/30/2006 200,511 159,176 - - 147,526
6/30/2006 76,498 104,204 - - 118,595
3/31/2006 48,000 67,624 - 28,119 21,042

28. Participating Policies
Not applicable.

29. Premium Deficiency Reserve
Not applicable.

30. Anticipated Salvage and Subrogation
Not applicable.
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Gross Admitted Assets as Reported
Investment Holdings in the Annual Statement
1 2 3 4
investment Categories Amount Percentage Amount Percentage
1. Bonds:
11 U.S. treasury SBCUMHES ........oociiiioiiinice o b 58292371 ... 226441 .. 58282371 ... 22.644
1.2 U.S. government agency obligations {excluding mortgage-backed securities):
1.21 Issued by U.S. government Agencies .. .......oovvioiioeiiioie Lo e e
1,22 {ssued by U.S. government sponsored agencies ...........ooooooiiiii oo | e
1.3 Foreign government {including Canada, excluding mortgage-backed
SBOUMHES) ... ..o voee oottt et [ e [
14 Securities issued by states, territories, and possessions and political
subdivisions in the U.S.:
1.41 States, territories and possessions general obligations ... L f e B
1.42 Political subdivisions of states, territories and possessions and
political subdivisions general Obligations ............cooovoiooii oo [ b b L
1,43  Revenue and assessment ObHGatoNS ... [ e e
1.44 industrial development and similar obligations ... e [
15  Morigage-backed securities (includes residential and commercial MBS).
151 Pass-through securities:
1.511 Issued or Guaranteed by GNMA ...
1.512 Issued or Guaranteed by FNMA and FHLMC ........................
A3 AONET ..o e b e [ L
152 CMOs and REMICs:
1521 Issued or guaranteed by GNMA, FNMA, FHLMC or VA ..l b Lo f
1,522 Issued by non-U.S. Government issuers and collateralized by
mortgage-backed securities issued or guaranteed by agencies
SOWN N LINE 152 e e e e
1523 ALOtET oo e | e L
2, Other debt and other fixed income securities (excluding short term):
2.4 Unaffiliated domestic securities (includes credit tenant loans rated by the
SVO) oo e e | L
2.2 Unaffiliated foreign SECUIMHES ..ot | e [
23 Affliated SECUIHES ..o e T L [
3. Equity interests:
31 Investments in mutual FUndS o T | L
32 Preferred stocks:
B2 AFHAIEA i e e e e
3,22 Unaffiiated .. e e e [
33 Publicly traded equity securities (excluding preferred stocks):
331 Affifiated
332 Unaffiliated
3.4  Other equity securities:
341 Affiliated
342 Unaffiliated
35 Other equity interests including tangible personal property under lease:
351 AR .o s T [ L
352 Unaffiliated ..o e L e L
4. Mortgage loans:
4.1 Construction and land development ... b
4.2 Agricuttural
4.3 Single family residential properties
4.4 Multifamily residential PrOPeries ..o b T L
45 Commerciatloans ... e L [
46 Mezzaninereal estate [0ans ... L L
5. Readl estale investments:
51 Property 0CCUPIEA DY COMPANY .........ovririririeieome ot L i faii i
5.2 Property held for production of income (inciuding §...
acquired in satisfaction of deBY) ... [ e e
53 Property held for sale (including $.
OFAEDY) .o e L e
8. Contract loans
7. Receivables for securiies ...
8. Cash, cash equivalents and short-term investments ... 19,913,524
O, OHerinvested 85818 .. ... . i
10, Total invested 858818 ... .o it et [ 25,742,761
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